REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 

PARLIAMENT AND THE COUNCIL ON THE FINANCIAL STATEMENTS OF 

OUDTSHOORN MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Oudtshoorn Municipality, 
which comprise the statement of financial position as at 30 June 2009, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages 3 to 39. 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required 
by the Local Government: Municipal Finance Management Act of South Africa, 2003 (Act 
No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2008 (Act No. 2 of 
2008) (DoRA). This responsibility includes: designing, implementing and maintaining 
internal control relevant to the preparation and fair presentation of financial statements 
that are free from material misstatement, whether due to fraud or error; selecting and 
applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on these financial statements based on conducting 
the audit. In accordance with International Standards on Auditing and General Notice 
1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Because of 
the matters described In the Basis for disclaimer of opinion paragraphs, however, I was 
not able to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 

Basis for disclaimer of opinion 

Accumulated surplus 

4. I was unable to obtain sufficient and appropriate audit documentation relating to invoices 
to validate journals amounting to R12 429 339 recorded directly in accumulated surplus 
as reported in the statement of change in net assets for the year ended 30 June 2008 as 
these documents could not be submitted for audit purposes. Due to this limitation, the 
existence and completeness of the relevant transactions could not be evaluated. The 
municipality’s environment did not permit the application of alternative audit procedures. 
Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the existence and completeness of the 
abovementioned transactions. 
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Employee related costs 

5. I was unable to obtain sufficient and appropriate audit documentation relating to 
contracts, agreements and employee files to validate transactions relating to personnel 
costs as reflected in note 24 to the financial statements. Due to this limitation, the 
occurrence and completeness of the relevant transactions could not be evaluated. Due 
to the lack of supporting evidence, the possible misstatement to the financial statements 
could not be quantified. The municipality’s environment did not permit the application of 
alternative audit procedures. Consequently, I did not obtain all the information and 
explanations I considered necessary to satisfy myself as to the occurrence and 
completeness of the abovementioned transactions. 


Expenditure 

6. I was unable to obtain sufficient and appropriate audit documentation relating to invoices 
for expenditure amounting to R2 770 624. Due to this limitation, the occurrence and 
completeness of the relevant transactions could not be evaluated as well as non- 
compliance with the supply chain management regulations. The municipality’s 
environment did not permit the application of alternative audit procedures. Consequently, 
I did not obtain all the information and explanations I considered necessary to satisfy 
myself as to the occurrence and completeness as well as non-compliance with the 
supply chain management regulations of the abovementioned transactions. 

7. In addition to the above, VAT was not deducted for certain expenditure transactions, 
resulting in expenditure being overstated and VAT input being understated by 
R577 094. 

Government grants expenditure 

8. I was unable to obtain sufficient and appropriate audit documentation relating to 
invoices to validate transactions amounting to R97 857. Due to this limitation, the 
occurrence and completeness of the relevant transactions could not be evaluated. The 
municipality’s environment did not permit the application of alternative audit procedures. 
Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the occurrence and completeness of the 
abovementioned transactions. 

9. In addition to the above, VAT was not deducted for certain grant expenditure 
transactions, resulting in grant expenditure being overstated and VAT input being 
understated by R447 018. Duplicate payments amounting to R1 246 702 were incurred 
for invoices previously paid, and differences noted between the general ledger and the 
supporting documentation amounted to R1 14 482. 

Unspent conditional government grants and receipts 

10. The municipality's records did not permit the application of alternative audit procedures 
regarding the opening balances of R12 409 153 in respect of the 2008-09 financial year. 
Sufficient appropriate evidence could not be submitted for audit purposes. 
Consequently, I did not obtain sufficient appropriate audit evidence considered 
necessary to satisfy myself as to the existence and completeness of the opening 
balance 
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Property, plant and equipment 

11. I was unable to obtain sufficient and appropriate audit documentation relating to 
invoices to validate transactions relating to acquisitions of property, plant and equipment 
amounting to R76 473, as reflected in note 11 to the financial statements. Due to this 
limitation, the occurrence and completeness of the relevant transactions could not be 
evaluated. The municipality’s environment did not permit the application of alternative 
audit procedures. Consequently, I did not obtain all the information and explanations I 
considered necessary to satisfy myself as to the occurrence and completeness of the 
abovementioned transactions. 

Trade payables 

12. I was unable to obtain sufficient and appropriate audit documentation relating to 
invoices and related documentation to validate transactions relating to trade payables 
amounting to R227 334 as reflected in note 8 to the financial statements. Due to this 
limitation, the completeness as well as rights and obligations of the relevant 
transactions could not be evaluated. The municipality’s environment did not permit the 
application of alternative audit procedures. Consequently, I did not obtain all the 
information and explanations I considered necessary to satisfy myself as to the 
completeness as well as rights and obligations of the abovementioned transactions. 

13. The municipality's records did not permit the application of alternative audit procedures 
regarding the opening balances of R1 231 492 in respect of the 2008-09 financial year. 
This balance originated from the 2007 financial year relating to Cango Caves. Sufficient 
appropriate evidence could not be submitted for audit purposes. Consequently, I did 
not obtain sufficient appropriate audit evidence considered necessary to satisfy myseif 
as to the existence and completeness of the opening balance. 

income from agency services 

14. I was unable to obtain sufficient and appropriate audit documentation relating to invoice 
to validate transactions incurred relating to income earned from agency services 
amounting to R7 691 641 as reflected in the statement of financial performance. Due to 
this limitation, the completeness and occurrence of the relevant transactions could not 
be evaluated. The municipality’s environment did not permit the appiication of 
alternative audit procedures. Consequently. I did not obtain all the information and 
explanations I considered necessary to satisfy myself as to the completeness and 
occurrence of the abovementioned transactions. 


Licences and permits 

15. I was unable to obtain sufficient and appropriate audit documentation relating to 
invoices to validate transactions incurred relating to income earned from licences and 
permits amounting to R576 660 as reflected in the statement of financial performance. 
Due to this limitation, the completeness and occurrence of the relevant transactions 
could not be evaluated. The municipality’s environment did not permit the application of 
alternative audit procedures. Consequently, 1 did not obtain all the information and 
explanations I considered necessary to satisfy myself as to the completeness and 
occurrence of the abovementioned transactions. 


Other income 

16. I was unable to obtain sufficient and appropriate audit documentation relating to invoice 
to validate transactions incurred for other income earned amounting to R610 276 as 


3 



reflected in note 23 to the financial statements. Due to this limitation, the completeness 
and occurrence of the relevant transactions could not be evaluated. The municipality’s 
environment did not permit the application of alternative audit procedures. 
Consequently, I did not obtain all the information and explanations I considered 
necessary to satisfy myself as to the completeness and occurrence of the 
abovementioned transactions. 


Klein Karoo Landelike Watervoorsiening Skema 

17. The Klein Karoo Watervoorsiening Skema was treated as a separate entity during the 
2009 financial year, as a joint venture between the Kannaland and Oudtshoorn 
municipalities. The transfer of the water services functions from the Department of 
Water Affairs to the municipalities referred to above should have been recorded as a 
transfer of functions (re-organisation within government) and accounted for fully within 
the accounting records of each municipality. Since the transfer of functions transcend 
municipal boundaries of the above municipalities, a service level agreement with the 
Kannaland municipality is required to ensure the ownership and accountability resides 
within the correct entity and is recorded within each municipality accordingly. The 
accounting records did not reflect the split of the function between the above 
municipalities since the effective date; the function was transferred from the Department 
of Water Affairs. 

18. At the date of this report, the revenue, expenditure, assets and liabilities of the above 
water scheme has not been fully recorded in the financial statements of the municipality. 
The entity’s records did not permit the application of alternative audit procedures. 
Consequently I did not obtain all the information I considered necessary to satisfy 
myself as to the completeness, existence, occurrence and valuation of the assets, 
liabilities, revenue and expenditure of the water scheme. 

Disclaimer of opinion 

19. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matter 

I draw attention to the matters below: 

Unauthorised, fruitless and wasteful and irregular expenditure 

20. As disclosed in note 36 to the financial statements, unauthorised expenditure to the 
amount of R35 688 146 was Incurred, as a result of exceeding the approved budgeted 
expenditure for the year. Fruitless and wasteful expenditure to the amount of 
R1 318 314 was incurred, as a result of legal costs being incurred relating to employee 
dismissals. Irregular expenditure amounting to R2 018 431 (2008: R3 126 203) was 
incurred, as a result of non-compliance with supply chain management policies. 

Municipal entity - Cango Caves 

21. The Cango Caves is a municipal entity of the municipality as disclosed in note 46 to the 
financial statements and has uncompensated use of a building owned by the 
municipality. Within the property owned by the municipality, several sub-tenants are in 
place and all rental monies are received by the Cango Caves. In addition all 
improvements effected by the Cango Caves to the property occupied, was reflected as 
leasehold improvements in the accounting records of the Cango Caves. The above 
arrangements are in the absence of a contractual lease agreement clarifying terms and 
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conditions for usage. Due to the above, uncertainty exists as to whether the sub-lease 
income and the improvements effected to the building owned by the municipality should 
be reflected in the accounting records of the municipality. The sub-lease income 
collected by the Cango Caves amount to R592 295 (2008: R637 068) and the 
improvements effected to the building amount to R13 063 465. 

22. In addition the Cango Caves was awarded a loan amounting to R10 283 051 in 2007 by 
the municipality, which was utilised to effect improvements to the building owned by the 
municipality. This loan is interest free and has no terms and conditions attached thereto. 
At the date of this report, the loan remains unpaid. 

Additional matters 

I draw attention to the matters below: 

Unaudited supplementary schedules 

23. The supplementary information set out on pages 40 to 47 does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

24. In terms of the PAA of South Africa and General notice 1570 of 2009, issued in 
Government Gazette No. 32758 of 27 November 2009, I include below my findings on 
the report on predetermined objectives, compliance with the Municipal Finance 
Management Act, Division of Revenue Act and financial management (internal control). 

Findings 

Predetermined objectives 

Non-compliance with regulatory and reporting requirements 

No reporting against predetermined objectives, indicators and targets 

25. The Oudtshoorn municipality did not prepare the annual performance report in terms of 
section 46 of the MSA, and section 121(3)(c) of the MFMA. 

Lack of adoption or implementation of a performance management system 

26. The municipality did not adopt and implement a framework that describes and 
represents how the municipality’s cycle and processes of performance planning, 
monitoring, measurement, review, reporting and improvement will be conducted, 
organised and managed, including determining the roles of the different role players, as 
required in terms of sections 36, 38 and 41(2) of the MSA, and regulations 7 and 8 of 
the Municipal Planning and Performance Management Regulations, 2001. 

Compliance with laws and regulations 

Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) 

Non-adherence 

27. Contrary to section 126(1)(a) of the MFMA, the municipality did not submit their 
financial statements for audit within two months after the financial year-end. The 
financial statements were received for audit purposes on 15 May 2010, eleven months 
after the financial year-end. The above resulted in the municipality contravening section 
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127(2) of the MFMA, where the annual report reflecting the financial statements was 
not presented to council seven months after the financial year end. 

28. Contrary to section 46(2) of the MFMA, 52 assets were leased in terms of a finance 
lease constituting long-term debts, without the resolution of council. 

Division of Revenue Act, 2008 (DORA) 

Non-adherence 

29. Supporting documentation and corroborative evidence could not be submitted for audit 
purposes to confirm the compliance with the following sections: 

(a) Section 11(2)(a)(ii) - The municipality did not make public, in accordance with the 
requirements of section 21 A of the Municipal Systems Act, the conditions and other 
information in respect of the DORA allocation to facilitate performance measurement 
and the use of required inputs and outputs. 

(b) Section 11(5) - The municipality did not, within two months after the end of the 
financial year, evaluate its performance in respect of programs funded or partially 
funded by an allocation and did not submit it to the transferring national officer. 

Supply Chain Management Regulations 

Non-adherence 

30. Contrary to section 21 , 30 to 33, 47 and 48 of the supply chain management policy, the 
municipality was unable to provide the auditors with bidding documentation, minutes, 
constitutions, attendance registers, declaration registers and committee reports to 
support the process of awarding competitive bids. 

31. Contrary to the regulations 17(2) and 18(d) of the Municipal Supply Chain Management 
Regulations, management reports are only generated on a quarterly basis and 
therefore not submitted to the relevant management on a monthly basis. 

Value Added Tax Act 

Non-adherence 

32. In terms of section 18 of the VAT act, the municipality is required to apportion its VAT 
input claims if the exempt supplies of the municipality exceed 5% of all taxable 
supplies. During the period under review, I have noted that the exempt supplies are 
7.52% and accordingly management was required to apportion the VAT input claim to 
the South African Revenue Service. I have identified that for the current financial 
period, no VAT apportionment exercise was performed by management. The possible 
misstatement to the financial statements has not been quantified as management has 
not performed the apportionment exercise. 

Internal control 

33. ! considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives and compliance with the MFMA and DORA, but not 
for the purposes of expressing an opinion on the effectiveness of internal control. The 
matters reported below are limited to the deficiencies identified during the audit. 
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Oversight responsibility 

34. The accounting officer does not exercise oversight responsibility over financial 
reporting and internal control. 

35. The accounting officer does not evaluate whether management has implemented 
effective interna! controls by gaining an understanding of how senior management has 
met its responsibilities. 

36. The accounting officer position remained vacant for a substantial part of the financial 
year, consequently the following control activities did not occur effectively or did not 
occur at all: 

® Monitoring to ensure the internal and external audit findings were addressed. 

« Conducting a regular formal risk assessment process. 

9 Identifying risks relating to the achievement of financial and performance reporting 
objectives. 

37. The municipality does not have documented and approved internal policies and 
procedures to address the process of collection, recording, processing and reporting of 
revenue and receivables, purchases and payables, employee costs, inventory and 
asset management. 


Decisive action to: mitigate emerging risks, implement timely corrective measures 

38. Control weaknesses are not analysed, and appropriate follow-up actions are not taken 
that address internal control deficiencies. 

39. The implementation plan to address the findings of prior year's audit did not address 
the internal control deficiencies in many cases, thus similar issues as identified in the 
prior periods were raised. 


Financial management 

Quality, reliable financial statements and management Information 

40. The chief financial officer position remained vacant for a substantial part of the financial 
year. 

41 . The finance department within the municipality was not adequately staffed as extensive 
reliance was placed on the consultants to produce the financial statements. 

42. The finance unit did not adhere to basic financial controls throughout the financial year, 
i.e. the proper and regular filing of documentation supporting the financial statements 
and financial information, daily processing of transactions, monthly clearing of control 
accounts, monthly reconciliation of accounts and review thereof, as well as the 
preparation of monthly financial statements and the supporting schedules which 
supports/analyse items in the financial records. 

Proper record keeping and record management 

43. Adequate and complete supporting documentation with respect to revenue, grants 
property, plant and equipment, VAT, expenditure, repairs and maintenance and 
employee related costs, as well as supporting documentation with respect to opening 
balances for cash and cash equivalents was not available. 



44. Reliable monthly financial statements and management information was not produced, 
evaluated and monitored by the management. An audit file with supporting schedules 
should be produced to support the figures and disclosures in the financial statements 
for the external auditors at the commencement of the audit process. 

OTHER REPORTS 

Investigations 

45. Forensic investigations are underway relating to payments to personnel and the supply 
chain management processes. The investigations aim to establish whether the funds 
were utilised for its intended purpose and in accordance with the approved framework 
within the municipality. These investigations were still in progress at the date of this 
report. 

Cape Town 


15 September 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Audiling lo build public confidence 
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